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Financial
Statements
The Income Statement After APB Opinion No. 30

Dr. Clara C. Lelievre, CPA
University of Cincinnati
Cincinnati, Ohio

APB Opinion No. 30 gave the income
statement new dimensions. It superseded
parts of earlier opinions and completed
the work of the APB on the reporting of
operations. The income statement of a
decade ago was expanded in format and
content. This column explores some of the
most visible changes. The reader is ad
vised to obtain copies of the APB opinions
mentioned from the AICPA for in-depth
study.

Background
The purpose of the income statement is to
present results of operations in conformity
with generally accepted accounting prin
ciples. There has been a diversity of views
on the contents and format of the state
ment, particularly as to whether extraor
dinary items and prior period adjustments
should enter into the determination of the
net income of the period in which they are
recognized. Under one viewpoint, desig
nated current operating performance, the
principal emphasis is upon the ordinary,
normal, and/or recurring operations of the
entity during the current period. Under
the other viewpoint, designated all inclu
sive, net income is presumed to include all
transactions affecting the net increase or
decrease in equity except transactions of a
capital nature and the distribution of divi
dends.
APB Opinion No. 9 concluded that net
income for a period should reflect all items
of profit and loss recognized during the
period except for certain prior period ad
justments. “Those rare items which relate
directly to the operations of a specific prior
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period or periods, which are material and
which qualify under the criteria described
. . . should ... be reflected as adjust
ments of the opening balance of retained
earnings." Extraordinary items should be
segregated from the results of ordinary
operations and shown separately in the
income statement, with disclosure of their
nature and amounts.
Financial reporting practices after Opin
ion No. 9 indicate that it has been difficult
to interpret the criteria for extraordinary
items and significant differences of opin
ion exist as to the application of certain of
its provisions. This is evidenced by the
large number of footnotes, occurring in
the 1973 and later financial statements,
regarding the comparability of financial
statements due to the application of the
new provisions of APB No. 30.
APB Opinion No. 11 required that in
reporting the results of operations the
components of income tax expense for the
period should be disclosed and allocated
to (1) income before extraordinary items
and (2) extraordinary items. They should
be presented as separate items in the
income statement. As other major cap
tions were added to the statement by later
Opinions, the requirement of intraperiod
tax allocation for each section did not
change.
APB Opinion No. 15 dealt with earnings
per share and required that the computa
tion of earnings per share should be con
sistent with the presentation of the income
statement called for in previous opinions.
Thus, it might appear that earnings per
share should be presented for each of the
major statement sections.
APB Opinion No. 20 made its contribu
tion to the statement by adding another
major caption, Cumulative effect of a
change in accounting principle. The board

concluded that most changes in account
ing should be recognized by including the
cumulative effect in net income of the
period of the change, based on a retroac
tive computation, when changing to a
new accounting principle. In a few specific
instances changes were to be reported by
restating the financial statements of prior
periods. The amount of the cumulative
effects when the statements are not re
stated should be shown in the income
statement between the captions “extraor
dinary items" and “net income."
In the years following the issuance of
these opinions, the APB became con
cerned not only with the problems of
interpretations surrounding ordinary and
extraordinary items but also with "the
varying accounting treatments accorded
to certain transactions involving the sale,
abandonment, discontinuance, condem
nation, or expropriation of a segment of an
entity" (Opinion No. 30, para. 2.). Evi
dence mounted that the usefulness of the
income statement would be enhanced if:
(1) the results of the continuing operations
of an entity were separated from the
operations of the entity which has been or
will be discontinued, and (2) the gain or
loss from disposal of a segment was re
ported in conjunction with the operations
of the segment and not as an extraordinary
item.
Opinion No. 30, effective for events and
transactions occurring after September 30,
1973, listed as its purposes: (1) to provide
more definitive criteria for extraordinary
items, (2) to specify disclosure and report
ing requirements for extraordinary items,
(3) to specify the accounting and reporting
requirements for disposal of a segment of
a business, and (4) to specify disclosure
requirements for other unusual or in
frequently occurring events and transac

tions that are not extraordinary items.
FASB Statement No. 4 made minor
changes in Opinion No. 30 by specifying
the treatment of gains or losses incurred
by the retirement of debt. It specified that
gains or losses from debt retirement be
reported as extraordinary items and not in
the operating section of the statement.

statement or explained in the footnotes.
However, income taxes applicable to such
gains or losses are not disclosed separate
ly. Earnings per share is computed for the
income from continuing operations.

Discontinued Operations

The Opinion does not require that earn
ings per share data be reported on discon
tinued operations. It states that, if such
information is presented, it may be in
cluded on the face of the statement or in a
related note.

We now have, for the first time, clear Extraordinary Items
guidance for reporting operating results The effects of events or transactions that
The Income Statement Format
and gains and losses for a segment of occur infrequently and are of an unusual
Exhibit I illustrates the income statement business that has been or will be discon nature are segregated from the results of
in its new format; not all businesses will
tinued. The phrase segment of a business the continuing, ordinary, and typical op
need all four sections. Applicable income
refers to a component of a business whose erations. Such separation prevents the
taxes are disclosed in each section. Earn
activities represent a separate major line of user from having to make independent
ings per share data should be shown on
the business or a class of customer. A judgments concerning the likelihood of
the face of the statement for: (1) net
segment may take the form of a sub the recurrence of such items. To be
income from continuing operations, (2)
sidiary, a division, or a department; but its classified as extraordinary items two
the cumulative effect of changing an ac
assets, results of operations, and activities criteria must be met: they must be both
counting principle, and (3) net income.
should be clearly distinguishable from the unusual in nature and infrequent in occur
other assets, results of operations, and rence when considered in relation to the
Continuing Operations
environment in which the entity operates.
activities of the entity.
Income from continuing operations con
Comparative financial statements, or Descriptive captions, the amounts, and
sists of: (1) revenues and expenses from
the current statement if comparative the nature of the individual extraordinary
normal profit-directed activities, and (2)
amounts are not shown, that include the events or transactions should be pre
certain gains and losses. In some instances
results of operations of the segment being sented, preferably on the face of the in
the latter were previously classified as
discontinued must report the results of come statement. If such is impractical,
extraordinary items. Opinion No. 30
operations of the segment, together with disclosure in a footnote is acceptable.
placed severe limitations on items that
applicable income taxes, as a separate Applicable income taxes must be shown.
could be considered as extraordinary by
We now have explicit guidance on in
component of income. An examination of
stating that certain gains and losses should
Exhibit I discloses that the operating re terpretations of: "unusual in nature" and
not be reported as extraordinary since they
sults of the discontinued division are "infrequency of occurrence." To quote from
are usual in nature or may be expected to
separated from the gain or loss, or ex Paragraph 20 of APB Opinion No. 30:
recur as a consequence of customary and
(a) Unusual in nature — the underly
pected loss, on disposal of the division. If
continuing business activities. The exam the disposal has not been completed, the
ing event or transaction should pos
ples given of those types of items that are
sess a high degree of abnormality
anticipated loss on disposal must be esti
to be reported in the continuing opera
and be of a type clearly unrelated to,
mated. Such a loss is provided in the
tions section were:
or only incidentally related to, the
income statement of the period that in
(a) Write-down or write-off of re cludes the date on which management
ordinary and typical activities of the
ceivables, inventories, equipment commits itself to a formal plan to dispose
entity, taking into account the envi
leased to others, or intangible as
ronment in which the entity oper
of the segment. (Gains on disposal are
sets.
ates.
reported on the face of the statement; if
(b) Gains or losses from exchange or they are anticipated, they might be shown
(b) Infrequency of occurrence — the
translation of foreign currencies, in in a footnote.)
underlying event or transaction
cluding those relating to major de
should be of a type that would not
Provision for an estimated loss requires
valuations and revaluations.
reasonably be expected to recur in
that an estimated liability be reported in
the foreseeable future, taking into
(c) Gains or losses from sale or the balance sheet. Kaufman & Broad, Inc.,
account the environment in which
abandonment of property, plant, or included the following footnote to its Bal
the entity operates.
equipment used in the business.
ance Sheet dated November 30, 1973:
(This does not include gains or los
ses on, or the future provision for
losses on, disposal of a segment of a
The net investment, after the provision for loss on disposal, included in
business.)
the consolidated balance sheet as of November 30, 1973, for the

(d) Effects of a strike, including
those against competitors and major
suppliers.

(e) Adjustment of accruals on long
term contracts.
A material event or transaction that is
unusual in nature or occurs infrequently,
but not both, does not meet the two
criteria for classification as an extraordi
nary item (discussed later) and must be
reported as a separate component of in
come of continuing operations. Its nature
should be reported on the face of the

Company's discontinued mobile home operations consisted of the
following:
$10,387,000
Current Assets
4,642,000
Property
15,029,000
Total Assets
4,527,000
Current Liabilities
Estimated future costs:
2,250,000
Operating losses
1,650,000
Other
8,427,000
Total Liabilities
$ 6,602,000
Net Investment
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The specific activities of an entity must
be considered in determining ordinary
and typical activities. The environment
includes such factors as the characteristics
of the industry, the geographic location of
its operations, and the nature and extent
of governmental regulations. An event or
transaction may be unusual in nature for
one entity but not for another because of
the environmental differences.
Determining the probability of recur
rence of an item should take into account
the environment. For one entity the prob
ability of recurrence might be remote,
while for another there might be a high
chance of recurrence. For example, the
risk of damage to a citrus crop in Florida
from frost or a hurricane might be high
since such events occur with some regu
larity. On the other hand, the risk of
damage to those crops from a hailstorm
might be small because of the infrequency
of occurrence. An event or transaction that
occurs with some frequency in the entity's
environment cannot be considered ex
traordinary regardless of its financial ef
fect or the fact that it is beyond the control
of management.
The presentation of earnings per share
data is not made clear as the Opinion
states that, “it may be desirable to present
earnings per share data for extraordinary

items." This appears to leave the decision
up to the statement preparer.

Cumulative Effect on Prior Years of
Changing an Accounting Principle
Opinion No. 30 made no changes in report
ing a change in accounting principles.
Opinion No. 20 covers changes in account
ing principles in detail.

Conclusion
Opinion No. 30 answers many questions
about reporting and disclosure of dispos
als of a business segment and extraordi
nary items, but it also raises some new
questions. Will the new criteria for ex
traordinary items be easier to apply than
those of Opinion No. 9? When a business is
to be sold, will the premature disclosures
have significant adverse effects on the
seller because of the deterioration of em
ployee relations and the reactions of cus
tomers, suppliers, and potential buyers?
Will the operating results from ordinary
operations be blurred by the inclusion of
nonoperating gains and losses? Will the
basic definitions for “unusual" and "non
recurring" be ignored in cases other than
debt retirement? These and other ques
tions may require interpretation by the
FASB.

EXHIBIT I

The XYZ Corporation Income Statement Format
For Year Ended December 31, 19XX

Continuing operations:
Revenue from normal operations
Less: Expenses
Income from normal operations
Gains/losses

XXXX
XXX
XXX
XX

Income from continuing operations before income taxes
Provision for income taxes
Income from continuing operations

XXX
XX

Discontinued operations (Note
):
Income/loss from operations of discontinued Division W
(less applicable income taxes of $)
Loss on disposal of Division W, including provision of
$for operating losses during phase-out period
(less applicable income taxes of $)
Net income/loss from discontinued operations

Extraordinary items:
Detail of nature and amount of items (less
applicable income taxes of $) (Note

)

XX

XX

XX
XX

XX

Cumulative effect on prior years of changing an accounting principle:
Detail each change (less applicable income
taxes of $) (Note
)

XX

Net Income

XX

(Earnings per share must be shown on the face of the statement for income from
continuing operations, the cumulative effect of changing an accounting principle
and net income. Earnings per share may be shown for discontinued operations
and extraordinary items.)
NOTE: Nature and detail of items must be disclosed in footnotes.
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Education
(Continued from page 15)

reject this null hypothesis at the .001 level
of significance for both men and women.
One of the more interesting sidelights of
the survey concerned the distribution of
males and females by grade-point average
(Table 5). Women accounting majors at
URI earn significantly higher grades than
their male counterparts.
These figures, combined with those
showing the influx of women into the
accounting field, are particularly applica
ble to recruiters from public accounting
firms who tend to set a 3.0 GPA as a
minimum criterion. If the URI findings
that a large proportion of the 3.0 and
above group are women are true nation
ally, then one may expect to see an in
crease in the number of women entering
these firms. Further, the figures tend to
support the contention that those women
who excel as students are attracted to
accounting as a major.

Conclusion
Our study showed nationally a relatively
large proportion of women receiving un
dergraduate degrees in accounting. The
increase in the percentage of women re
ceiving such degrees across the country
surpassed the increase in male students
receiving accounting degrees by a better
than two to one margin. In fact, the
increased percentage of women receiving
accounting degrees is sufficient to account
for the entire increase in the percentage of
women receiving business degrees.
Our questionnaire of URI accounting
majors indicated that women are attracted
to accounting because of job availability,
because they find courses interesting and
challenging, and because they wish to use
their quantitative aptitudes. They ranked
salary as a less significant factor in their
choice of major than did men and their
overall grade performance was signifi
cantly better.

Notes
1This list was completed without knowledge
of a similar list published by Dr. L. Gayle
Rayburn, “Recruitment of Women Accoun
tants," Journal of Accountancy, November,
1971, p. 51. A subsequent comparison of these
eight factors with those listed by practicing
women accountants responding to her survey
indicates our list includes eight of the nine most
important factors listed by her. The ninth factor
"enjoyed previous accounting related job" was
not considered important to our study.
2Rayburn, op. cit., p. 52.
3Sidney Siegel, Nonparametric Statistics for
the Behavioral Sciences (McGraw-Hill, 1956) pp.
230-33.

